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HARTFORD, CONN. 

The late September securities market 
that 
The 


volume of bond dealings on the Stock 


acted technically in’ the — fashion 


marked pre-war changes ot mood. 


Exchange increased first; then buying otf 
a “nibbling” order appeared among the 
rails which are especially marked by large 
current earnings. Such evidence of pro 
cedure along the line of that of an older 
Sull, 


angle of a former active trader, like my 


day is all to the good. from. the 
self, few indications of a sustained, large 
volume upturn in. stocks have appeared 
so far, Not enough different groups shared 


mn the September improvement, 


OAKLAND, CAL. 


I want THe Excuancr every month be 


cause useful information is contained in 
it. Enclosed check is tor subscription re 
three 


newal tor vears. 


oS. 2. W. 


WORCESTER. MASS. 
College endowment funds, so | read in 
some newspaper recently, are among the 
best advised investors in this country. Is 
this actually tactual? I am inclined to 
doubt it. The schools with large endow 
ments are well equipped with advisors 
and financially-minded trustees. But. | 
think that scores ot others treat their se 
curities rather haphazardly, relying upon 
sketchy suggestions tor porttolio control 
committees” 


by “finance made up of 


trustees who, being busy with their own 


affairs, are often unable to give caretul 
attention to so intricate a matter. 
Mm, £.-S. 


PRELADEEPHIA, PA. 


Attached 1s a copy of an article, “The 
Law of Diminishing Returns Seems on 
the Verge of Going into Action,” which I 
read in the September issue of your maga- 
Trt 


pointed to me, and | am 


zine, Excuance. It seems very 
wondering 
whether or not your magazine should see 
to it that every Congressman and Senator 


receives a copy. 


J. A. M. 
NEW YORK CITY 

I am inclined toward some of the 
aviation equities, but am not inclined to 
“write off” railroad securities because of 
apprehension that air goods’ carriers may 
take a big chunk out of rail trafhe after 
a while. A man who knows considerable 
about airplanes and problematical freight 
trafhe through the air tells me that for 
hauls longer than 500 miles, airplanes may 
Hll the bill. 


he holds, the railroads will continue to 


Under that length of haul, 


keep the business. S$ T. 


DARIEN, CONN. 


Once upon a time the farm slogan was 
“dollar wheat.” Now it is the vague word 
“parity.” | fear that economic terms with 
cloudy meanings are usurping the place 
ot good old Americanisms in our farming 
country. Or does this regrettable tendency 
only 


York? 


prevail in Washington and New 


Brokerage house letters which 





_ > Letters to the editor, in whole or in part, are presented here as a contribution to current 
, discussion of investment, economic and general financial subjects of public interest. 


reach me now and then are just as bad 
about using highfalutin words to clutter 
up their suggestions and recommenda 
tions. 
GCG. 4. €. 
LOUISVILLE. EY. 

A theory I like to consider (although 
it is by no means original) is that when 
the heaviest corporate tax bill one could 
believe possible has been applied, equity 
prices will gain ground. Thought that 
this time is near was aroused by your 
article (September issue) in which the 
writer, Oliver F. Wadsworth, 
that diminishing returns on taxation are 


showed 


a distinct threat. Such analysis as he out 
lined, although hypothetical, was good for 
security owners and lawmakers to weigh. 
I hope the article received wide attention. 
interest of “realistic 


Yours in the taxa 


tion.” 


LARCHMONT, N. Y. 


... Your magazine has contributed to 
the clearer understanding ot today’s finan 
cial picture which is responsible for the 
stock market's increased activity. A recent 
contribution was an article showing an 
inflationary gap of billions to spend be 
tween the amount of national income and 
the amount of goods to buy at current 
prices. Comprehension of this situation 
must influence a securities market offering 
shares of “old-line” corporations which 
have paid dividends steadily for 20, 30, or 
40 years. There's where I come in. 
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The Trend of Markets in Securities 


OTH London and New York these 

last few weeks have witnessed an 
awakening of forces in the securities 
market which were sluggish, if not 
inert, for the greater part of two years. 
On both great markets the demand for 
common stocks has lately received a 
marked stimulus. 

To a certain extent the increased in- 
terest of investors and speculators in 
equities may be credited to war news 

the rugged defense of Stalingrad, 
American aggressiveness in the Solo- 
mon Islands and Aleutians, the inabil- 
ity of Axis forces to take the initiative 
again against the United Nations in 
North Africa, and the rising tempo of 
bombing attack on Axis industrial 
cities. * * * i 
United 


blows in many places. 


to the increasing power of 


the Nations to. strike hard 


Limited Effects 

Yet, as military operations remain in- 
conclusive, the bearing of the war upon 
the markets must be viewed as limited. 
Some market observers on both sides 
of the Atlantic maintain that develop- 
ments on the several fronts have thus 
far played only a minor part in the 
securities drama. Others seem inclined 
to blanket the military scene entirely 


with references to underlying economic 
factors, such as— 

Indications that restricted pur 
chasing power in the merchandise 
markets is beginning to flow over 
into securities; 

The probability that dammed up 
investment funds are, after two 
years, seeking investment, in part, 
in equities; 

In anticipation of post-war in- 


Hationary tendencies, speculative 
money is already seeking a degree 
of protection and employment in 


common stocks, 


Action at Home and Abroad 


Perhaps a combination of these and 
other forces have come into action of 
late. More than a little significance 
could be attached to the fact that com- 
mon stocks revealed their renewed ap- 
peal to buyers in London and New 
York almost simultaneously. With ar- 
bitrage transactions between the mar- 
kets impossible in any real sense of the 
word; that is, without power to cause 
either market to influence the course 
of the other through joint transactions 
in stocks dealt in in both cities, it must 
seem that a spontaneous urge has ap- 


peared in both centers. There has been 


a close similarity between chart lines 
depicting the course of average equity 
prices. Besides, it is to be noted that 
the quickening of a buying interest has 
a counterpart on markets of the Con 
tinent, where ruling powers have laid 
iron-clad curbs on transactions in stocks 
in order to check the exchange of 


money for securities. 
Economic Elements 


In this issue of Tre Excuance, sev 
eral articles appear which deal with the 
American market and an array of eco 
nomic elements which the writers em 
ploy in explaining the recently enlarged 
activity of equities. Written more than 
a fortnight ago, it is not surprising 
that events have since then run con 
siderably ahead of the authors. In 
examining the price structure as of 
September 28, it will be seen that 
Joseph D. Goodman (page $8) referred 
Dow, 


average as at “about 109;" the average 


to the Jones & Co. industrial 
has since that date advanced to a level 
higher than 115. 

statistical 


In describing some of the 


phases of railroading upon which the 
public attitude toward railroad securi 
ties hinges, Lucius U. Maltby (page 4) 


gives a pre-view of post-war rail finan 








cial structures on the basis of facts 


available when his article was pre- 


offered 


from personal points of view, of course, 


pared. These discussions are 
but they contribute data and observa- 
tions of value for investors and traders 
who seek to view the industrial and 


transportation scene with a_ broad 
perspective, 

Tue Excuance is pleased to be able 
to present these terse, illuminating ar- 
ticles at a moment when the thought 
of many people is plainly being di- 
rected toward securities. In periods of 
great perplexities, such as the entire 
world of private capital is now groping 
through, facts and competent comment 
have a special utility, Owners of capi- 
tal will not always agree with the views 
of others, however competent the latter 
may be. In examining economic facts, 
and in attempting to interpret them in 
terms of securities market action, it 
often happens that a short-term trend 
of prices tends to cloud a view of the 
more distant horizon. This may affect 
the writer as well as the reader of dis- 
securities market. 


cussions of the 


“Nothing is more certain about stocks 
than that they will fluctuate.” 
But, as far as comment goes, it is 


noticeable that discussions of a “turn 
in the tide” or “new signs of the mar- 
ket’s buoyancy” have parallelled one 
another here and in London. Leaving 
aside the kind of market review which 
is designed for the short-term trader 
and is clearly labeled the calibre of 
analysis attracting much attention in 
England and America is broad-gauged, 
looking beyond obvious incitements of 
casual speculation toward deep-seated 
factors. 


Phases of inflation! 


The ultimate in 
individual and corporate taxation! The 
huge and growing totals of spendable 
The 


great enlargement of currency supplies 


funds in the hands of workers! 


in possession of wage earners! The im- 


plications contained in immense gov- 


bho 


ernment spending! Consideration of 
the possibilities of a post-war boom of 
international proportions! These are 
only a few of the subjects provoking 
intensive economic study. The markets 
for common stocks at home and in 
some of the nations abroad have lately 
felt the anticipatory buying of those 
owners of capital who try to think be- 
yond immediate causes and effects. 

Such owners of capital are not overly 
concerned about current dividends or 
of dividend changes when war burdens 
on earnings are recognized as necessi- 
tous but, presumably, transient. Such 
investors and speculators shape their 
plans around asset values, past corporate 
history and confidence in the longer 
future. 


Stock’s Owners 
Multiplied, 
Market Activity Grew 


In theory, when a large block of se- 
curities listed on the New York Stock 
Exchange is disposed of—by an indi- 
vidual or an estate, an investment com- 
pany or an endowment fund—the 
resultant diffusion of ownership should 
bring about enlarged dealings in the 
stock or bond on the Exchange floor. 
In practice, can proof be found in either 
active or dull markets that such is the 
case? 

Search for an example to provide a 
test brought THe Excuance’s attention 


(continued on page 13) 





If the whole citizenry of this 
country had sat in this week at the 
regional conference in St. Paul of 
governors of the National Associ- 
ation of Stock Exchange Firms we 
are fully satisfied that it would 
have acclaimed overwhelmingly 
the conference keynote: 

Free enterprise shall not perish 
from this country and the face of 
the earth. 

And as that keynote was stressed 
and emphasized by the associa- 
tion’s president, James F. Burns. 
Jr., as it was approved by Emil 
Schram, New York Stock Ex- 
change president, by Governor 
Stassen and other conference speak- 
ers, who could say that free enter- 
prise has not accomplished all that 
is claimed for it. . . that it can 
and will continue to keep Ameri- 
can industry and ingenuity at the 
head of the nations of the world? 

As the speakers asserted, it was 
our free enterprise that enabled us 
to build machines and man them 
at so terrific a pace when the dread 
alarm of war sounded throughout 
the length and breadth of our na- 
tion —to engineer and build in 





Observation On Free Enterprise 


An editorial from Commercial West, 
Vinneapolis, issue of September 19. 


months war equipment that other 
nations have been years in putting 
together. 

And who can gainsay the stout 
claim of these Stock Exchange 
men in emphasizing the tremen- 
dous part the free financial mar- 
kets of this country have played 
always in its onward progress, 
and particularly in this wartime 
in financing the war effort? 

Again, who can controvert their 
support of the patriotic stockhold- 
ers of the industries of the nation 
who are in the front line trenches 
handing over their hard cash to 
provide that financing through 
their chosen medium—the Stock 
Exchange firms? And doing it in 
the face of dwindling dividends 
and the high taxes that are a war 
must. 

Certainly such unselfish patriot- 
ism deserves the full confidence 
of every red-blooded American. 
Truly, that confidence, unstinted, 
should be accorded our stock ex- 
changes and their member firms 
that have made free enterprise 
possible and all its blessings pos- 
sible for all our people. 
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VIDE 
GIVE GROUND 


DS ON LISTED STOCKS 






GRUDGINGLY 





¥ NVESTORS in common stocks who 
i recently have discounted heavy re- 
ductions in dividend payments by issues 
listed on the New York Stock Ex- 
change, and laid much emphasis on 
the purchase of equities in assets instead 
of stressing income, have stepped out 
considerably ahead of the statistical pro- 
cession. Dividend payments increased 
in case of several groups of stocks in 
the first three-quarters of this year, 
others gave ground grudgingly, while 
a number recorded sharp declines. 
The estimated aggregate amount of 
common stock dividend disbursements 
in the nine months ended September 
30 decreased 8.8 per cent from the 


total of last year’s corresponding period, 

Stockholders of 591 listed corpora- 
tions received in cash $1,341,422,000, 
compared with $1,470,124,000 in the 
preceding year. 

Dividends were paid by 13 more 
companies than the number paying in 
the first nine months of 1941. 

The statistics of dividend payments, 
presented in the table, may contain 
some elements of surprise. In view of 
the vast production changes caused by 
war, plus high taxes, shortages of ma- 
terials, and reduced civilian markets 
for many kinds of goods, the corporate 
picture had been considered dismal 


by many who had not followed net 


earnings’ records closely this year. 

It had been expected that, numeri- 
cally, most of the listed stock groups 
would show a retreat in respect to total 
dividend disbursements. This proved 
to be the case—1g of the 27 groups lost 
ground—but many of the declines were 
small. In contrast, the electrical equip- 
ment, farm machinery and shipbuilding 
categories moved ahead sharply, and 
such stalwarts in the industrial scene 
as petroleum and steel companies paid 
out nearly as much to stockholders as 
in 1941. 

One stock group which often receives 
small attention in statistical studies 
was the bellwether among those scor- 
ing gains in total disbursements. 
“United States companies operating 
abroad” paid out nearly $30,000,000 to 
stockholders, against approximately 
$24,700,000 in the first nine months of 
1941, an increase of 21 per cent. These 


(continued on page 7) 





DIVIDEND PAYMENTS OF COMMON STOCKS LISTED ON THE NEW YORK STOCK EXCHANGE 
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Railroad Picture Brightens; 


By LUCIUS U. MALTBY 


| pegging short time 
ago railroads, as investments, 
were, with few exceptions, as unpopu- 
lar as any industry has ever been. With 
some 30 per cent of the nation’s mileage 
in receivership, and with considerable 
additional mileage struggling to avert 
bankruptcy, there may have been justi- 
fication for such pessimism. 

Many corporations refused further to 
securities as invest- 


consider railroad 


ments. Commercial banks found that 
they could no longer purchase the ma- 
jority of railroad bonds, even if they 


desired to do so; legislation had taken 


care of that. As tor the individual in- 
vestor, he would approach the border 
of apoplexy at the mere mention of 
Stocks! Look at 


them, selling away down and_ with 


railroad securities. 


hardly any dividends in prospect! 


Figures Show the Record 


But a lot of water has gone over the 
dam in a single year. The railroad situ- 
ation of 1942 is not the railroad situa- 
tion of 1941 or 1940; and it is much 
altered from its status in 1938. Statistics 
tell the story, Cold figures show what 
has transpired to create a less antago- 
nistic investor attitude toward this coun- 
try’s rail carriers. For example— 

The 


sion’s report for the first seven months 


Interstate Commerce Commis- 


No Longer Is It Turned To The Wall 





. CENTRAL SYSTEM PHOTOS 


of 1942 showed that the Class I steam 
railways (exclusive of switching and 
had transacted 


terminal companies) 


$4,945,000,000 of business 





35-0 per cent 
more than in the same period of 1941. 
The net railway operating income was 
$68 1,000,000, up 26.2 per cent. Now, the 
surprising thing is that, in handling this 
large volume of business, the ratio of 
expenses to revenues was only 64.6 per 
cent this year against 68.3 per cent last 
year. July brought an operating ratio 
of 58.7 per cent, which would appear to 
be close to a record. This performance 
may be translated into one word, about 
which railroads used to be charged with 
knowing too little . . . efficiency. 

During the last three years traffic on 


our railroads has doubled. In order to 











lle this increased business, plans 
e laid well in advance, so that today, 
le there is a shortage of equipment, 


largely to priorities on materials 
factory space, more use is derived 

n each car and each locomotive than 

s the case three years ago. Last July, 
cite a month when pressure on the 
ds for speedy trafic movement was 
avy, “less than carload” freight load- 
gs averaged 9.5 tons per car. For the 
Car IQ4I the average Was 5.3 tons. 
Hhese figures have a distinct meaning 


to railroaders, and statisticians as well. 


Well-Managed Roads 


Statistics show that never in the his- 
tory of railroading in this country has 
operating management been as efficient 
as it is at present. Doubt was expressed 
by high government officials not so long 
ago that the roads could transport 
600,000 barrels of petroleum daily to the 
Eastern seaboard. They are now carry- 
ing more than 800,000 barrels a day. 
The transportation of our armed forces 
without any great inconvenience to the 
traveling public is another testimonial 
to railroad management worth record- 
Ing because it comes close to everyone 
short of motor fuel. 

But efficiency in moving men and 
materials is only one chapter of the 
railroad story. The rail financial situa- 
tion fills many pages by itself. The sec- 
tion dealing with railroad difficulties, 
dating back into the 1930's, would make 
bad reading, if taken alone; but the 
sequel, now being developed in con- 
nection with reorganizations, has a 
brighter tone. In order to examine this 
sequel and the significance of it, a look 
back into rail history would not be 
amiss, 

Fifty years ago many of our presently 
railroads through 


yrosperous went 
pros} 


bankruptcy. Among them were the 
Santa Fe, Union Pacific, Chesapeake & 
Ohio, Reading and Norfolk & Western. 


These systems were so drastically  re- 





ONSIDERATION of a_ possible 

railroad trafic slump after the 
war ends is finding reflection in the 
reasoning of investment advisers and 
investors. This question arises fre- 
quently: are the making 
preparation in this boom period to 
protect their capital structure against 


carriers 


periods of lessened business? 

The answer may be approached 
from two significant directions, as 
does the writer of the article on these 
pages from the angle of econ- 
omies, and from the angle supplied 
by the terms of reorganization of 
many properties that are now being 
revamped. Railroads which at the be- 
ginning of this year carried about 33 
per cent of the $10,500,000,000 face 
value of Class I rail debt are in proc- 


SantaF¢ 

LS9U5 
Fixed interest debt) . 2. 51.7 
Total funded debt cee es ee 
Fixed charges . . , 59.0 
Total all charges... . . . 12:3 





organized that many security holders 


felt they had been made to suffer undue 
hardships. Nevertheless, those reorgan- 
izations prepared the roads for the many 
lean years which were to follow. The 
Santa Fe reorganization was considered 


to be unusually severe. Yet a compari 


SOME MAJOR ITEMS DEALING WITH 
THE RAILROAD SITUATION 


Percentages of Debt and Interest Reductions Under Reorganization Plans 


\ 


ess of reorganization. In this process 
Scaled- 


charges 


debt is being scaled down. 
down debt and fixed 
strengthen a capital structure. 
For the purposes of comparison of 
today’s reorganizations, completed or 
under way, a contrast is presented in 
the table between the present and the 
past. In the 1890’s a number of rail 
systems had to be reorganized . 
systems which have since weathered 
many storms. Atchison, Topeka & 
Stanta Fe, which last month declared 
a dividend of $2.50 a share, making 
the total distribution $6 for this year, 
was one of them. The Santa Fe reor- 
ganization was considered drastic at 
the time, as affecting its debt position. 
But not so drastic as some of the 


sample programs shown in the ‘table. 


Chic. Mil. 
Eric Missouri Pac. =X St. P Wabash 
194] (Proposed) (Proposed ) }042 
45.7 62.8 65.8 59.3 
28.9 405 55.3 33.8 
49 4 705 70.4 65.3 
16.5 37.8 36.3 7.6 








son with the proposed plan for th 
Missouri Pacific. for one, would indi 
cate that reorganizations of today go 
even further than those of a half a cen 
(See Table.) 


Should not present day recapitaliza 


tury ago. 


(continued on page 10) 
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THE RIGHT OF AMERICANS | 


- TO TAKE RISKS: 


a 


Neither economic dimouts nor blackouts 
can blur the outlines of free industry’s 


contribution to America’s power’... . 
































ERTAIN essentials regarding the 
nature and operation of the sys- THE PRIVATE ENTERPRISE SYSTEM 
tem “by which the people have created WHAT IT IS 


their incomes, their high standard of 


living and their enormous productive The system of free private enterprise is one in which the production 
capacity” are discussed by Harley L. and distribution of goods and services are performed mainly by individuals 
Lutz. Professor of Public Finance. or privately owned corporations. It is not completely free, in the sense of 
Princeton University, in The Tax Re being completely exempt from any public regulation. Such has never been 
view’, a coyprighted bulletin of the Tax the case. It is free in that there are no barriers, legal, social or political, no 
Foundation, New York. THe ExcHaNce barriers of race, creed, birth or breeding, which prevent anyone from 


* engaging In some way i » activities services perf ; ie. es ee 
reproduces excerpts of the discussion as et lee y in the activities or services performed by enterprise. 


a “refresher” of economic thought It is the freedom of the highway, to which all have access, but on which 


— all are subject to certain regulations, the proper aim of which is to secure the 
among investors and securities brokers § pro} s € 


- 1: . freest use of the highway by all travelers upon it. 
In respect to a subject which is attain é 





ing more and more prominence in these 


Cli vhen after-war ; 
times . . . especially when atte ticular product which — the consumer, and to persuade him that he 
re slated. es . 
problems are contemplates . capital is being used to pro- should buy one thing rather than an 
a gnific: haracteristic ae 
The most significant charac : duce, and other. While these efforts are success 


of a system of producing goods and 
services by the use of privately owned (b) The possibility that someone 


and privately managed means of pro else has found a better way of 


ful to a degree that no business can 
afford to avoid them, it still remains 


true that consumer approval, however 


. Pr) ¢ or yr *} y _ - - 
duction.” writes Professor Lutz, “is producing that product, or a 


that it involves risk. At bottom this risk better substitute for it, at a 


lower cost. 


obtained, is the final criterion of busi 

' ness success or failure. 

is the hazard of losing the capital in- “Because of the inevitable and un 
“After all, the consumer is the final avoidable hazard of all business entet 

arbiter of the destiny of those who ven prise, it follows that there must be the 

(a) The possibility that the con ture their capital in industry. Much 


vested in the business. It springs chiefly 


trom two sources: 


expectation of a reward or return to 
sumer will not want the par effort has been expended to educate the (continued on page 14) 








Dividends on Listed Common Stocks 


(continued from page 3) 


comprised organizations incorporated 
1 this country but with activities cen- 
Oddly, 


centage of the 24 concerns of this group 


i 


tered elsewhere. a high per- 


are engaged in the sugar industry, in- 
cluding Cuban-American Sugar, Cen- 
tral Aguirre and South Puerto Rican 


Sugar—companies_ which figure in 
popular thought with the sugar short- 
age and the handicaps which producers 
have in getting supplies to market. 
Mining enterprises—Chile Copper, 
Howe Sound and others operating in 
America—aided in 
and United 


Fruit also is counted in the group. 


Canada or South 
holding the dividend front, 


The heaviest decreases in dividends 
occurred in the automobile and avia- 
tion industries. Need to retain earn- 
ings for working capital in handling 


swollen war production schedules pre- 


cent decline of dividend payments 
among the 19 listed aviation companies. 


The 


dollars paid out occurred among the 


largest shrinkage in respect to 
automotive group of 62 companies. . . 
the decline being $61,700,000, or 35.1 
per cent. 

If stockholders were not compelled 
to remember that a new and weighty 
tax bill is being prepared, the dividend 
record of this year might be considered 
more than impressive. A decline of 
less than g per cent in aggregate pay- 
ments on listed stocks was hardly the 
extreme which many observers of cor- 
porate events looked for. It will be re- 
called that the rapid changeover by 
mass production industries, such as the 
automotive industry, began after Pearl 
Harbor, and 


thereby to earning power was heavy 


the shock transmitted 


Background statistics also emphasize 
how ruggedly the dividend front was 
held from January 1 to September 30. 
In the corresponding period of 1941 
dividends coming from earnings of the 
business upturn of that year and the 
preceding year were high as compared 
They 


were 7.4 per cent greater than the total 


with most years of the 1930's. 
of payments in the first nine months of 


1940. 
dividend disbursements in 1941, up to 


On some of the listed groups 


i sige 30, were from 20 per cent 
to 75 per cent larger than in the same 
ia period. 

Of the 591 listed stock issues on which 
dividends were paid this year, 47 per 
cent disbursed the same dividends as 
in the preceding year, while 31 per 
cent paid out lower dividends, and 22 
per cent increased their payments. The 
railroad list was identified with several 
notable resumptions and _ increases, 
reversing the trend which had been in 


effect since 1921. 











Estimated 


Aggregate Amount of Per 
Dividend Payments: Cent 
1st 9 Months 1941 1st9 Months 1942 Change 
$ 8.242.000 §$ 7.889.000 — 4.3% 
175.598.000 113.885.000 —35.1 
12.275,000 6.712.000 —45.3 
14.778.000 12.661.000 —14.3 
10.206.000 9.931.000 — 2.7 
79.721.000 152.564.000 —I15.1 
35.563.000 15.926.000 +-29.1 
9.787.000 10.827.000 -+10.6 
43,872.000 39.570.000 — 9.8 
80.542.000 74.197.000 — 7.9 
1.640.000 1.636.000 — 0.2 
7.598.000 8.399.000 +] 
52.024.000 48.118.000 — 


66.724.000 
8.783.000 
128.059,000 
101.677.000 
83.144.000 


63.202.000 
9.101.000 
126.187.000 
107.458.000 
78.596.000 


. 


mI NS RDU RH wUAIS 
HPNSwwwsNrIUarAwiin 


5.448.000 5.119.000 

4.228.000 5.003.000 +18. 
71.728.000 71.494.000 — 
13.424.000 11.771.000 —l 
52.882.000 41.791.000 —2 
235.732.000 218.027.0008 — 
24.664.000 29.898.000 +2 
37.389,000 37.969.000 1 1.6 

1.396.000 3.491.000 —20.6 

$1.470.124.000 $1.341.422.000 — 8.8% 


sumably was reflected in the 45.3 per during the first six months of this year. 
DIVIDEND PAYMENTS OF COMMON STOCKS LISTED ON THE NEW YORK STOCK EXCHANGE 

— First 9 months of 1942 — 

No. of Number Paying Number Number Number 

Issues Cash Dividends Paying Paying Paying 

Listed in Ist 9 months: Increased Same Reduced 

9 30 412 1941 1942 Dividends Dividends Dividends 
Amusement... .. . . 14 8 9 1 2 3 
Automobile ged . « @& 38 41 14 12 19 
Aviation 19 5 7 5 0 1 
Building . 27 16 16 0 7 9 
Business & Office Equipme a“ 9 9 8 2 { 3 
Chemical 66 58 60 14 27 19 
Electrical Equipme nt 17 14 14 3 6 5 
Farm Machinery 6 1 4 2 ] ] 
Financial 29 22 23 H 12 7 
Food 57 14 13 7 22 15 
Garment 5 3 4 2 1 1 
Leather. 12 8 8 2 5 1 
Machinery & Met: al 76 62 62 22 20 21 
et , 34 22 21 5 13 6 
Paper “& Publishing : 25 20 21 7 11 3 
Petroleum 37 26 27 1 19 1 
Railroad 79 38 11 6 29 7 
Retail Mere +handisi sing 65 19 19 11 26 14 
Rubber 7 5 5 0 t 1 
Shipbuilding & "Oper: ting 10 7 8 6 1 1 
Steel, Iron & Coke 37 26 27 5 15 7 
Textile 23 17 18 7 7 { 
Tobacco . 19 16 16 3 3 10 
All Public Utilities : A7 3] 29 3 16 13 
U. S. Cos. Ope rating Abros ad 24 12 11 5 6 2 
Foreign Companies 13 10 12 5 6 l 
Other Companies . 18 8 7 I 3 5 
Total . 837 578 591 149 278 186* 

*Payments were reduced on 164 issues and eliminated or deferred on 22. 

















By JOSEPH D. GOODMAN 


(Mr. Goodman is a registered invest- 
ment adviser in Philadelphia and has 
long been a writer on economic sub- 
jects, notably topics dealing with secur- 
ities market and investment elements) 


ITH the 


steadily 


cost of existence 


increasing, investors of 


all types are being forced or will be 


forced to seek increased returns. Best 


| 


bonds are not attractive to the average 


investor, because of the small yield. 
Next year, taxes on individual incomes 
are likely to be further increased, along 
with compulsory purchases of govern 


ment bonds. This will further accen 


tuate the need for increased income on 


the part of many people and institu 


tions. As I SCC it, speculative bonds 


and common. stocks (particularly the 


latter) afford the most attractive outlet 


for funds seeking values, yields, and 


attempt at protection against a further 


depreciation in the purchasing value of 
the dollar, Regardless of whatever war 


news might occur, the problem of a 


man with idle funds will remain. the 


same. 
To those who fear the possible harm 


ful market effect of further bad war 


news, let me point out that even in the 


conquered nations of Europe (“con 


quered” is certainly bad news for 


them), stocks have gone way up—b« 


cause investors consider that stocks are 
better than non-convertble paper cur 
rency. In London, where investors ar¢ 


closer to the fighting than we are, the 
industrial averages declined from about 
100 to 61 the time of the French sur 
render, but have since advanced to 108 
it the close on Sept. 25, 1942. London 
rails declined 
London 


vanced to 60 DV Sept. 25. 


O42. 


from 58 to 22, then ad- 


industrials and rails are at 


a four-year high. 
In New York, the Dow 


Jones industrial average 


dropped) from about 150 


to 110 when France was 


knocked out, and is now 


around 10g. To equal the 


movement of — stocks in 


London, our stock market 


would have to advance 


above the 193g Dow-Jones 


average top of 157. 
Market Events Overseas 


Little market news has 


come from the © smaller 


European countries for a 
long time, but interest lies 


in such 


IG4I excerpts as 
these, from the London 
Economist: 

Prague: “‘At present, 


shares are being bought regardless of 
their lucrativeness, the return often be 
ing only t per cent of purchase price.” 

Madrid: “The 


considerable recovery.” 


market has had a 


France: “In Vichy-France, the boom 
is a boom in industrial equities. The 
rise has been so great that the authori 
tics have issued constant warnings 
against excessive bidding up of quota- 
tions.” 
(Note: Last year, from May to 

French index of 


November, the 


stocks rose from 532 to 756.) 


Brussels: “Since the invasion — last 
May, a recovery of 80 to 100 per cent 
has been the rule.” 

Amsterdam: “Prices have risen con 


siderably, and there is general fear of 


inflation.” 


Berlin: “There has been a_ strong 





rising market for quite some time.” 
On September 27, 1942, an article in 
the New York Times stated: “Yester- 
day, in Finland, inflation was around 
the corner as a specter; today it is a 
stark official 


Finnish 


reality, judging from 


reports. There is a panicky 
Hight of capital toward real values. 
So-called gilt-edged paper on the Hel- 
sinki Bourse has risen so much that it 
yields only from 1 to 143 per cent, 
while the average interest on Finnish 
State bonds is around 514 per cent. 
The price of real estate has quintupled 


since the beginning of the present war. 





On October 3, the Wall Street Jour- 


nal said: “Recently, the head of Italy's 


Senate Finance Committee was heard 
broadcasting an appeal to investors to 
cease buying industrial stocks yielding 
2 per cent in order to invest in Gov- 
ernment nine-year bonds yielding 5% 
per cent, Apparently, Italy is now at- 
tempting to convert a maturing bond 
issue.” 

At this writing, leading London 
stocks are yielding about 3 per cent. 
Yet in our market, even after allowing 
for the expectation of reduced dividends 


as a result of increased taxes, many 


A SUMMARY OF 


leading stocks still yield from 
5 to 8 per cent. The hand- 
writing on the wall seems 
clear: that the New York 
stock market is due for an 
awakening. 

The approximate limit of 
American corporation taxes 
is now known, and either 
substantially or completely 
discounted in the market. 
Since this subject was one of 
the powerful causes of the 
stock market decline in re- 
cent years, its clearing up 
will be a bullish rather than 
a bearish influence. More- 
over, reports from Washing- 
ton indicate that the capital 


gains tax law may be 


amended along favorable 
lines, with regard to the 


movement of stock prices. 


Plans being gradually disclosed by the 


government for the post-war period in 


dicate that the spending policy will be 


continued, with possible assurance to 
the farmers of a continuance of so-called 
“parity prices” for their products. This 
means continued large spending power 
in the hands of the people; a large vol 
ume of business activity; and a con 
tinued increase in the national debt. 
Hence, it seems wrong for investors to 
be disturbed by the possibility of a great 
slump after the war. 

Anyone can observe for himself that 
an enormous potential demand is be 
ing built up for motor cars, rubber 
tires, plastics, petroleum products, 
household equipment of all kinds, 
clothing, ete., not only in the United 
States, but in all parts of the world. 
When one considers that the millions 
of people in Europe have been without 


adequate food, clothing, and housing 





"WORTH" AS RECORDED BY STATISTICS 


APPLIED TO A STOCK EXHIBIT 


viewpoint of values. 





There are good values in many stocks, — last vear. had cash of nearly 510,000,000, and 
quite apart from the dividends they pay and — a net working capital for its 193,000 shares 
the current income they produce for the of common stock of SIU0 per share, with 
holders. Investors and traders seem too ap- — total book value of $165. Last vear a divi 
prehensive of general dividend reductions = dend of 57 was paid: $3 has been declared so 
or elimination. As an offset, there is sound far this year. Range since 1937, 191 to 39 
sense in considering selected stocks from the the price now about $65. It is clear that the 


post-war demand for agricultural machiner 
will be very large. 








A few random examples ot “values” is 
shown herewith: In 1934, Anaconda Copper Pacific Mills, at the end of last vear, had 
had working capital of but $200,000, with = 542 net working capital per share, and total 
tunded debt of $29,000,000. In the follow book value of $69. Earnings. betore charging 
ing vear, the working capital was replenished off special items and reserves, were -S14.83 
by an increase in funded debt to $83,000,000. per share: after these deductions, carnings 
At the close of 1941, however. the net work were 56.81. Paid 31.50 so tar this vear. Pr 
ing capital was $118.,000,000 and funded — ent price around S16. 
debt $17,000,000. Total book value was Virginia-Carolina Chemical no ob 
$63; earnings $5.68, and dividends $2.50. gation ahead of its 213.000 
Present price of about 26, compares with a ferred stock. On June 30 of this vear, cas 
range in recent years of 69 to IS. and government bonds amounted to S¢ 

Bigelow-Sanford. a leading manutacturet 670,000: current assets were $15,200,00( 
of carpets and rugs, at the close of 1941, had current habilities SI.S00,000, or a net work 
net working capital of $43 per share, a total ing capital of $63 per share—or twice the 
book value of $70, and earnings of $6.01 tos present price of the stock. Earnings were 
the year. Dividends of $4 were being paid $6.31 per share, and a dividend of $5 wa 
the rate has since been reduced. Range since paid in August. It will be noted that 
1937, 69 to 14. Certainly at its present price cash alone, on June 30. was about equal t 
around $23. the stock looks low. particularh the present market price of the stock, $32: 
when one considers the accumulating post- range since 1937. 74 to 14. Vhe foregoin 
war demand for the products of the company tatistics are as of September 28 

Case Threshing Machine as ot October 31 ] ]) ( 











Are Investors And Securities Brokers 
Recognizing Some Clear Signs 
Of These Times? 


facilities for years, he can readily visu 


alize what lies ahead in the post-war 
period, Where is the money to come 
from? Already, we have seen some of 
the methods used by the various coun- 
tries to 


Many 


made for financing post-war business. 


finance their requirements. 


proposals have already been 
Without doubt, the problem will be 
met, perhaps with inflationary impli- 


cations. 


Debt vs. Mone) 


The age old law of supply and de- 


mand will still function. As govern- 
ment debt rises, money depreciates in 


The 


greater the amount of idle money, the 


terms of purchasing power. 


greater will become the demand for 
rise in 


After 


all, investors sooner or later get tired 


securities, with a consequent 


prices and reduction in yields. 


holding idle funds, particularly when 
they note that the market does not 
decline after a long period of bad news. 

An old Wall Street rule says: 


the stock that won't 


“Buy 
go down in a bear 
market; it will lead the next rise.” Most 
brokers are aware of the fact that many 
stocks have been in an advancing trend 
since the collapse in the Spring of 
1940, but something more important 
has occurred this vear: the market as a 
whole has refused to go down under 
a prolonged period of very disturbing 
news. 

Within the past year, we have wit- 
nessed the sudden attack on Pearl Har- 
bor, the loss of the Philippines, Singa- 
pore, Tobruk, Sevastopol, and at this 
writing (September 28th) the fall of 


Stalingrad is looked upon as_ possible. 
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When Pearl Harbor was attacked, the 
fell to 


105, and subsequently declined to 92 


Dow-Jones industrial average 
last Spring. Despite the bad war news 
all year, and despite various develop- 
ments at Washington, the Dow-Jones 
industrials have recently reached their 
1942 high above tog. The net result is 
that, despite an avalanche of bad news 
during the past ten months, the mar- 
ket has advanced 4 points since Pearl 
Harbor. During all this period, vol- 
ume of trading on the American stock 
exchange has been very low; whatever 
declines have occurred have been due 
to a minimum of buying rather than 
to wholesale liquidation. 

Absence of hasty sales when news has 
been especially depressing has offered its 


own 


comment on the sturdiness of 


stockholders’ nerves this trying year. 
Obscure Future 


A great many people have doubts as 
to the precise outcome of the war. Pre- 
dictions on that subject are useless: no 
one knows exactly how the war will 
end, or who will be on our side or 
against us before it is over. Yet, the 
unknown outcome of the war has not 
stopped the stock market rise in Lon- 
don or other markets in Europe; the 
movement of stock prices there have 
been governed not by news of military 
defeats or victories, but by the desires 
of the people to secure yields and pro- 
tect themselves against depreciation in 
the value of the currency. 1s it not 
the 
forces will assert their controlling in 


reasonable to believe that same 


fluence, sooner or later, in our own 


markets? No matter what fluctuating 


war news occurs, it seems to me that 
the problem of the investor will remain 
the same here as it has been to the 
perplexed investor abroad. 


It is true that American investors 


have been greatly disturbed by a de- 
velopment described in coLLieEr’s, for 
September rgth, 1942, as a “fanatical 
group in Washington which is  in- 
terested, not so much in winning the 
war, as in the establishment of a col- 
Yet, 


investors have been faced with a simi- 


lectivist revolution.” European 
lar situation, and in some cases, State 


Socialism has actually occurred. 


As Respects Income 


We have heard a lot about “produc- 
tion for use” in contrast to the profit 
motive; but is it wrong for an investor 
to seek 4 or 5 per cent, and right for 
workers to seek increased wages? As 
long as the government favors wages 
(which come out of profits), business 
must be permitted to earn profits. Can 
anyone imagine our government advo- 
cating a policy of no wages at all, that 
everything be done on a_ration-book 
basis? It is true that some visionary 
writers have subtly advocated the 
ration-book system mentioned by Ed- 
ward Bellamy in his “Looking Back- 
ward,” written nearly 60 years ago. 
They even urge the reading of this 
book, which this writer has done. For 
anyone interested in dreamland, a read- 
ing of this book is suggested. 

The deductions and opinions expressed 
in the foregoing article are the author's 
and do not necessarily reflect those of 
Tue Excnance. The names of securities 
which appear in the text are solely for 
purposes of tllustration. 
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Short Term Viewpoint Applied 
To “Middle Ground” Rail Bonds 


ESEARCH and reasoning applied 
by investment counsellors and 
others engaged in charting a course 
for portfolios of securities are followed 
with continual interest by Tue Ex- 
CHANGE. In respect to “medium-grade” 
railroad bonds, an event occurred on 
July 1 which gave cause for a period of 
incubation, so to speak, to see whether 
the attitude of conservative investment 
advisers would change with a little 
time. The event was the reinstatement 
by New York State’s Superintendent of 
Banks of many bond issues to the “legal 
list” for savings bank and trust fund 
investment. Lukewarm would be the 
word to describe the experts’ reception 
of this action. 

Most of the reinstated issues had been 
lopped off the list in the 1930’s when 
rail earnings failed to satisfy income 
requirements of the State authorities. 
Inquiry when the July 1 list was made 
public indicated that trust officers of 
banks, who take legal status strictly 
into account in managing many trusts, 
were not impressed by the altered posi- 
tion of numerous bonds. Neither were 
investment counsellors impressed, al- 
though the fact of a bond's presence in 
the legal list had always been of aca- 
demic interest only to advisers to funds 
unlimited by specific law in the selec- 
tion of investments. They were unim- 
pressed because they were more con- 
cerned, as they said, by the railroad 
situation as a whole than by improved 
rail earnings in a period of boom 
traffic. 

What is the broad slant of portfolio 
advisers today, after three months of 
tremendous rail trafic, with consequent 
larger gross earnings than were being 


earned prior to July 1? To introduce 





Prices 
June Oct. 
30 13 
Atlantic C. L.— 
Ist 4s ’52 75\4 86 
gen. mort. 44s “64 5834 6414 
Bangor & Aroostook— 
cv. 4s 51 52 *57 
Ist 5s °43 991, 100 
Cent. Pacitic 4s °49 70% 823% 
Chic., B. & Q.— 
ref. 5s °71 A 71% *73%, 


ref. 445 77 B 63% *65'14 


C..CC. & St. b. 4693 67 *7]1 


Clev. Short L. 4s *61 6814 6934 
Clev. Un. Term. 544s 72 78 78, 
Det. R. T. 4!2s5 “61 t82%, 83¥, 
Gt. Nor. 5s °73 .. *88% 92% 


* Bid price on New York Stock Exchange. 





MARKET PERFORMANCE OF RAILROAD BONDS RESTORED 
TO “LEGAL LIST" IN NEW YORK STATE 


t Asked price on New York Stock Exchange 


Prices 
June Oct 
30 13 
Ill. Central 344s °52 41% 443 
Kan. City Sou. 3s 50 584, 64% 
Mich. Cent. 4445 °79 53%, 59 


Nash. C. & St. L. 4s ’78 62% 68 
N. Y.C.& H.R. 3%s’97 69 74 
N. Y. Cent. 44s 2013 451, 50 


Sou. Pacific— 


Ore. S. L. 44s °77 524%, 56% 

S. F. Term. 4s “50 84 87! 
Southern Ry.— 

cons. 5s “94 887% 92), 

gen. 45 °56 63% 68). 
Tex. & Pac. 5s °77 60 6534 
West. Md. 4s 752 8416 86 








the results of inquiry among counsel- 
lors, reference might be made to the 
performance of some of the bond is- 


sues elevated to a “legal” status more 


than three months ago. The bonds 


contained in the table were reinstalled 


under “Subdivision 7 as amended by 


/ 


(continued on page 13) 


Tank cars speed oil fuel to eastern consumers. 





NEW YORK CENTRAL SYSTEM 
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General Motors’ Revolving Credit 


Terms Suggest Easement Of 
Some Inventory Problems 


HE spectacular size of the revolv- 

ing bank credit arranged by the 
General Motors Corporation to finance 
much of its war materials’ production is 
of less corporate interest than the impli- 
cations contained in it. The $1,000,000,- 
ooo involved is equivalent to a small 
percentage of the working capital of all 
the corporations engaged in manutac- 
turing tanks, ships, aircraft, ete. 
many of which have been concerned 
about their inventories under taxation 
which has made it difficult to set up ade 
quate reserves. Terms of the General 
Motors credit arrangement may set a 
precedent and model of a kind to relieve 
anxiety among other large corporate 
borrowers in respect to one important 
item in the war effort. 

This has to do with the cancellation of 
contracts when Government needs for 
war materials begin to slacken off. In 
case of an earlier than expected ending 
of hostilities, it is obvious that a tremen- 
dous total of inventories would be in 
stock or in process of early delivery. 
Like stopping a high-speed railroad 
train suddenly, there would result a 
heavy jolt, reaching back from proces- 
sors to all the suppliers on contract. 
Much time would be needed, as was the 
experience after World War I, in nego- 
tiating adjustments respecting payments 
and the disposal of semi-finished and 
raw materials. 

The General Motors agreement with 
Government and banks provides that in 
the event war contracts are cancelled, 
the corporation will be protected by a 
provision that the borrowed capital di- 
rectly entailed will not become due and 


payable until final settlement of the con- 
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tracts has been reached. Should the same 
principle become general practice in 
connection with other corporations, it is 
obvious that the inventory question 
would, at the least, be eased in the minds 
of those responsible for sound balance 
sheets and an easy working capital po- 
sition when the time comes to turn back 
to peace conditions. 

The General Motors credit provides 
for such flexibility that much banking 


thought 


was painly devoted to the 


terms. As in case of ordinary bank 
loans, notes will be employed with not 
more than ninety-day maturities, to be 
renewed as found necessary. The credit 
is subject to reduction at any time by 
the corporation, on ninety days’ notice 
in multiples of $100,000,000. Thus, 
while the overall amount of the trans- 
action runs to a huge figure, the details 
have been reduced practically to “rou- 
tine banking,” with an exception re- 
sultant from the war emergency. 
This is comprised in the Government 
guarantee of the credit, extending from 
50 per cent to go per cent, dependent 
upon the amounts borrowed. A Gov- 
ernment guarantee has not been uncom- 
mon in connection with war production 
credits, and direct advances to corpora- 
tions engaged in construction of war 
plant have been frequent. A feature of 
the General Motors arrangement is dis- 
played in the fact that a grim accep- 
tance of the financial burden of a global 
war is thereby broadcast to the world 
jointly by Federal authorities, the bank- 
ing community and a corporation gear- 
ing itself to produce $5,000,000,000_ of 
war materials a year .. . twice its nor- 


mal output. 








A Call 


To Service In 
A Great Cause 


Armistice Day has been designated 
as “Stock Exchange Day” 
American 


by the 
Red Cross Chapter ot 
New York for donations of blood by 
members, partners and employees to 
the vast quantity of blood plasma 
which the Navy are 


accumulate. 


Army and 
urgently seeking to 
These are the directions and instruc 
tions to patriotic sharers in_ the 
work— 

WHO CAN DONATE BLOOD? 
Any man or woman, of average 
health, between the ages of 21 and 
60 years. Under 21 years the donors 
must have the signed consent of 
parent or guardian. 

IS SPECIAL PREPARATION 
NECESSARY? A 


should be eaten 4+ to 6 hours before 


regular meal 
giving a blood donation. 

HOW MUCH BLOOD IS 
TAKEN? One pint. The average 
healthy person has trom 10 to 14 
pints in the body. 


DOES IT HURT? No. 


HOW MUCH TIME IS RE 
QUIRED? Approximately 45 
minutes. 


WHEN CAN NORMAL AC 
TIVITIES BE RESUMED? 
diately. 

HOW MAY ARRANGEMENTS 
TO DONATE BE MADE? By 
telephone (if the donor is a resident 
of New York City) to MUrray Hill 
5-6400, asking for the Appointment 
Desk, or by letter to American Red 
Cross Blood Donor Service, 2 East 
Street, New York 


Imme- 


Thirty-seventh 
City. 

The Red Cross announces that 700 
donors a day can be accommodated 
from noon to 6 P.M., Monday to Fri 
day, and from 10:30 A.M. to + P.M. 
on Saturdays. Local Red Cross Chap 
ters of suburban communities will 
arrange for calls by the Mobile Unit 


for blood donations upon notification. 








Short Term Viewpoint Applied 
To “Middle Ground” Rail Bonds 


(continued from page 11) 


7 of the New York State Banking 
Act 

This legal provision covering bonds 
approved for savings bank investment 
requires that fixed charges must have 
been earned 114 times in 1941 and at 
least once in four of the five preceding 
years. All told, some $2,400,000,000 par 
value of rail carrier securities were re- 
stored to the New York State list on 
July 1 and, of the great variety of them, 
those in the table are representative. 

The statistics show two obvious de- 
velopments since July 1: 


advanced; and by means of this im- 


prices have 


provement the principal amount of 
funds invested in them has been bene- 
hted. Consideration of the October 12 
prices indicates, at the same time, that 
most of the list remains under price 
levels which “legal” bonds are ex- 
pected conventionally to command. The 
recovery since mid-Summer has been 
gradual, and about in line with the 
price gains of many rail stocks, 

These tendencies affect investment 
counsellor decisions, without, as far as 
inquiry shows, altering the premises on 
which the advisers stood when the 
Banking Superintendent’s list was 
made public. They are still cautious in 
regard to the entire railroad prospect. 

“Railroad securities and I am 
thinking chiefly of the ‘middle-ground’ 
bonds such as were restored to the 
State’s legal list . . . can be examined 
from two points of view for our pur- 
poses,” says an experienced adviser to 
estates and well-to-do individuals. “For 
price appreciation, the unusually large 
earnings of the rail carriers impart a 
certain merit to particular bonds. The 


accounts containing them have bene- 


fited, and, despite increasing taxes, the 
heavy traffic likely to continue for some 
time protects their coupons. From that 
angle, and it is an important one, the 
bonds of this classification are certainly 
a better short-term investment than 
they were before the war stimulated 
rail tonnage. 

“Get the distinction—short-term. By 
that 1 mean such bonds constitute port- 
folio holdings which are to be consid- 
ered temporary by the manager of a 
fund of securities. They call for close 
supervision, in case future railroad con- 
ditions should require that they be 
liquidated. It may be that by the use 
of excess earnings, the debt of many 
railroads will be scaled down. Such a 
development would, of course, act to 
change the long-range outlook for the 
bonds of the roads affected. The in- 
formed investment adviser would act 
accordingly with the facts in hand— 
certain bonds would become long-term 


instead of short-term holdings. 


Caution Prevails 


“But as far as the longer range can 
be determined at this time, the larger 
problems facing investment advisers is 
the same as it was last July. Who knows 
what business volume and railroad traf- 
fic will be six months after the end of 
the war? In what state will rail equip- 
ment be then, for sufficient replace- 
ments of rolling stock and adequate 
upkeep are not possible under the 
transportation rush of these days and 
the absorption of car-building materials 
by war production? Who can estimate 
with any degree of accuracy how far 
taxes will encroach upon earnings be- 


fore Government costs lessen? 


“In maintaining an investment: pro 
gram which seeks to look far ahead, 
‘middle-ground’ rail bonds must as yet 
be considered with reservations. Time 
may prove, of course, that we have 
been too cautious. A lot of these rail- 
road bonds are selling low in dollars, 
with their interest being amply earned. 
By being watchful of transportation 
developments we can, you may be 
sure, change our position quickly when 
statistics Warrant a change.” 

Short-term and long-term viewpoints! 
In them is at least a change in advisory 
sentiment since last July, when inquiry 
showed that partisans of “medium- 
grade” railroad bonds were relatively 


few among the experts—for any term. 





A ctivity Gained 


(continued from page 2) 


to transactions in Addressograph-Multi- 
graph Corporation common stock. On 
June 29 a block of 50,000 shares was 
“merchandized” by brokers. This oper- 
ation in a normally inactive issue 
placed the shares in the possession of 
numerous new owners. While distri- 
bution was going on, the price of 12! 
was stabilized on the Exchange for two 
days, and this technical procedure could 
be credited with increasing the reported 
purchases and sales, 

Only one of the stabilization days 
was, however, in July, the volume on 
July 1 being 500 shares. On the follow- 
ing day no transactions were recorded, 
but 600 shares changed hands on July 
3, with 300 shares each on July 6 and 7, 
and 500 shares on July 8. Thereafter, 
while the volume fluctuated consider- 
ably, the increasing trend was notice- 
able throughout the month. — Alto- 
gether, 10,200 shares changed hands 
during July, compared with 3,100 
shares in June... an increase of 228 
per cent. At the same time, the July 
total of transactions in all listed stocks 


increased only 12 per cent over June. 








The Right 
of Americans 
To Take Risks 


(continued from page 6) 


those who assume these hazards that is 
commensurate therewith. Profit is often 
said to be the mainspring of the enter 
prise system.” 

This is true, Professor Lutz asserts, 
provided the subject is correctly under 
stood: 

“A correct interpretation of the profit 
motive,” he adds, “does not require 
that anyone who ventures capital in a 
business must realize a profit. All who 
do so naturally expect to get a return, 
but there can be no assurance of this 
from any authority. Nor is this neces 
sary. All that is required to stimulate 
the investment of capital in industry is 
that the prospect of gain be commen- 
surate with the risk. If the risk be great, 
then the profit outlook, in case of suc- 


cess, must be correspondingly great.” 


A Look at Industry 


Professor Lutz cites the motor car in 
dustry as an example of risk taken for 
expected large gains in the American 
fashion. 

In the beginning there was 
keen competition to perfect a power- 
driven vehicle for highway use,” he re 
calls, “It was clear that the reward, in 
case of success, would be stupendous. 
Yet it was equally clear that not every 
one of the contestants would be success- 
ful. Herein lay the element of risk. 
Yet it did not deter millions of persons 
from advancing the capital to launch 
a great number of automobile factories. 
Thirty years ago there was scarcely a 
city of any size that did not have its fac- 


tory for making automobiles or auto- 
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mobile parts. It was a free and open 
race in which a few were destined to 
win and many were destined to lose 
their shirts. 

“Further, the successful functioning 
of the enterprise system under the stim- 
ulus of the profit motive requires that 
those who assume the hazards of enter- 
prise and who receive profits because 
they have escaped disaster, shall be per- 
mitted to keep and enjoy them. That 
is, this result is essential if there is to be 
a steady flow of capital funds into new 


investment.” 
Reply to an Argument 
The 


which is often used against the tenets 


writer presents an argument 
of free enterprise: “Among those who 
lack both understanding of the private 
enterprise system and sympathy with it, 
there is likely to be a belief that large 
profit is always an indication of some 
sort of improper or even unlawful busi- 
ness practice. While this may be true 
occasionally, it is far from being uni- 
versally true. In applying a test, the 
amount of profit must be considered in 
relation to all of the capital that has 
been sunk in the industry. In many in 
dustries, the total capital ventured and 
lost would equal or exceed that now 
being used. If the concerns now oper- 
ating make substantial profits, it may 
be no more than a fair return in view 
of the risks encountered. 

“Further, it must be remembered that 
under a competitive system, the best 
cure for large profits is large profit. 
That is, if anyone is enjoying a profit 
return which appears to others to be 
greater than a proper offset for the risk, 
there is a situation which is most likely 
to attract additional capital investment, 
and one which is therefore most likely 
to correct itself through competitive 
equalization of returns.” 

Considering essentials for the vigor- 
ous functioning of the enterprise sys- 


tem, Professor Lutz declares, 


“First, there is a future for the Amer 
ican system of private enterprise. There 
is a vast field of opportunity for new 
investment in the discovery and devel 
opment of new products and in the 
perfection of industrial and _ scientific 
techniques. The great problem is to 
restore the conditions under which the 
essential qualities of the enterprise sys- 
tem will again be manifest throughout 
the nation. 

“An over-all expression of these con- 
ditions is the much used, and some- 
times misused word, confidence. Men 
need a renewal of confidence that: (a) 
they will be permitted to take chances; 
(b) they will be allowed to enjoy the 
fruits of success; (c) long range com- 
mitments will not be jeopardized by 
monetary juggling; 


ggling; and (d) govern- 
ment will be cooperative and encourag- 
ing rather than coldly indifferent and 


he stile, 


The Old Freedom 


“.... The word ‘liberalism’ has no 
sensible meaning except as it implies or 
The old 


meant release from the deadening re- 


involves freedom. freedom 
strictions of bureaucracy, and an escape 
into the fresh air of economic liberty. 
Today liberalism has been perverted to 
imply a new freedom, a release from 
inexorable economic law, an_ escape 
from the hazards and consequences of 
economic liberty back into the suffocat- 
ing control of bureaucracy. History pro- 
vides the answer. 

“During the brief span of less than 
two centuries in which mankind en- 
joyed a large measure of economic lib- 
erty, greater progress was made by the 
economically free peoples in the accu- 
mulation of wealth, in the elevation of 
living standards and in the enjoyment 
of life than had been accomplished in 
the whole previously recorded history 
of the human race. Here are the real 
social and economic gains that must 


be saved.” 





ust 








(As told to a member of 
Tue Excuance staff) 


After the Great Depression had forced 
its way into all departments of business, 
and the barometer showed _ persistent 
stormy weather in the market, I set up 
as a consultant on securities. That's what 
my letterhead said and said advisedly. 
Consultant on securities! If you can recall 
conditions in 1932, you'll remember that 
a lot of investment counsellors were being 
hooted down the street. The word didn’t 
command any great respect because too 
many counsellors had been speculative 
advisers of speculators instead of investors. 
Their clients had missed the boat when 
the speculative tide turned in ’29 and 730, 
and what has been moulded into a con- 
servative and skilled profession in more 
recent years was then looked at askance 
by the best people. So, in selecting a 
title, I hedged. 


» « 


I am mentioning this trifling matter 
simply in order to draw a moral later on. 
As a consultant on securities, I could sail 
in two directions at the same time. | 
could serve the client who wanted short- 
term trading advice, and also the investor 
who desired to guard his principal care- 
fully. Blithely 
money in ’29 tor the excellent reason that 


as I hadn't lost any 


I started on the 
Wiseacre’s path at a time when some of 


I had none to lose 


the keenest minds in the market were 
highly confused. I knew something about 
securities. I could read a balance sheet. 
I had a general knowledge of economics. 
But I depended mostly on what was 
known in those days as a feel of the 
ticker, which, in essence, consists of sens 
ing price tendencies for a little way ahead 
on the basis of fluctuations over the last 
week or longer. And, of course, I had 


the securities manuals to draw upon for 


ae | 
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the financial position of the corporations. 
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This was in 1932. The Dow-Jones indus 
trial average reached its depression low in 
June. It was in May that I hung out my 
shingle; and, by thunder, I was fortunate 
enough in July to get a “securities con- 
sultant” client who owned $3,700,000 of 
stocks and bonds, mostly stocks. That 
was what they were worth when | ap 
praised them. The client was a worried 
man. When he inherited the securities 
i: 1928 they were worth more than twice 
as much as on the day he came to my 
office. His ambition was to rebuild mar 
ket values to their former level, and he 
knew enough to realize that the practical 
way to rebuild was to do it in stocks 

stocks containing active potentials 
for price recovery, which many of his did 
not possess. My job was to recommend 
the logical switches. 


Was that a made-to-order situation for 
a person with “the-feel-of-the-market” at 
his finger ends! As events proved (al 
though I had no idea at the time that 
the lows of a decade had just been passed ) 
anyone with any gumption could merely 
have bought the best-rated, old-line com 
mon stocks in the Summer and Autumn 
of 1932 and seen his capital grow. Over 
a period of weeks, I recall, we sold a 
mass of public utility holding company 
stocks and put the proceeds into popular 
industrials. Some I remember getting 


the client to buy were 1,000 shares of du 
Pont at around 30, 5,000 International 
Nickel at 14 to 15, 4,000 General Electric 
at 12 or so and large blocks of General 
Motors and certain bank stocks at prices 
I've forgotten. 


And after this account had been re 
arranged, and was sitting with as strong 
a line of stocks as I could think of, an 
other client came along with $2,300,000 
worth of securities, mostly bonds. Do you 
remember the state of public emotion in 
the Spring of 1933 as the country swept 
along toward the cataract represented by 
the bank closings in March? Of course, 
you do! That was a time to try men’s 
souls! My stock client’s holdings didn't 
look so good for a while, and then this 
bond account! What did I know, really, 
about bonds? There had been no rapid 
ticker pulse to feel in connection with 
bonds. An appraisal showed that, on the 
average, the entire list of 80-odd issues 
was quoted in the market around 45 cents 
on the dollar. What to do about them, 
what to do about the big stock account 
with the banks closed, and no one able 
to say what the aftermath would be when 
they were reopened! 

A lot of these grey hairs of mine 
sprouted in those ten days. When I'd 
walk down the hall toward my office in 
the mornings and see “Consultant on se 
curities” in gold letters on the door, Td 
begin to sweat. What a strain those days 
were! Some relief came when the stock 
market zoomed upward with the end of 
the bank holiday in fact, for a con 
siderable stretch the stock account appre 
ciated $250,000 a week. But the bond 
account continued to hang low over my 
head; to drop lower when everyone began 
to talk about inflation. Inflation would 


(continued on page 16) 








Railroad Picture Brightens 


(continued from page 5) 


tions go far towards preparing the rail 
roads for many eventualities, as did the 
older plans for bankrupt roads of the 
iXgo's? Should this not be especially 
true when account is made of the fact 
that, before the Interstate Commerce 
Commission will now approve a plan 
of reorganization, rigid requirements 
must be fulfilled? Boiling down two 
sub-sections of Section 77 of the Bank- 
ruptcy Act, we find that reorganization 
plans must indicate that proposed fixed 
charges have been earned at least A 
times on the average for six years be- 
fore the presentation of the plan, and 
that the new capitalization take into 
consideration the valuations of the 
al iE Og 


necessary part of railroad reorganiza- 


Capital funds are now a very 
tions. Instead of capitalizing certain 
expenditures—a practice of long stand 
ing—the I. C. C. requires that such 
funds in most cases be set aside out of 
earnings before interest is paid on 
income bonds. 

In effect, present day reorganization 
plans are founded on the realization 
that, while the future will have its pe- 
riods of prosperity, such periods may 
best be utilized to care for the periods 


of reaction which will as surely follow. 


Watching for a Sign 


Many reorganization plans are wait 
ing on the Supreme Court's decision in 
the case of the Chicago, Milwaukee & 
St. Paul. Since the presentation of that 
plan the system’s earnings have in 
creased enormously, with the result that 
holders of junior bonds demand more 
favorable terms than are offered in the 
plan. It is to be hoped that, while fair 
treatment is rendered to the owners of 
securities, reorganizations will be such 
that there never again will be the neces- 


sity of foreclosures. 
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‘Too much emphasis should not be 
laid upon roads in reorganization in 
viewing the railroad picture. The same 
great force—enlarged income in this 
war period—is working to strengthen 
the position of those carriers which have 
gone straight along through depres- 
sion and prosperity. Very few railroad 
bonds have sinking fund provisions, 
and it has practically been unheard of 
for a railroad to pay off a bond issue 
without a refunding operation. Rather, 
it has been the vogue to refund for an 
amount greater than the original issue, 
thus piling up debt. If the proposal now 
before Congress to permit railroads to 
buy up in the open market portions of 
their bond issues at a discount without 
penalty of taxation, becomes law, it 
will offer many carriers the opportunity 
to improve their financial status. 

Dividend Discretion 

While the stockholder deserves con- 
sideration, dividends should not be paid 
to the detriment of the balance sheet. 

After viewing the tangibles of efficient 
operating management, and the steps 
being taken to improve the finances 
of railroads, the investor naturally 
considers the specter of after-war com- 
petition. Progress in aeronautics has 
been so remarkable that not only pas- 
senger-carrying competition but also 
freight haulage by air is forecast, and 
to the detriment of the railroads. 

In this connection it should be recalled 
that railroads had to cope with competi- 
tion long before airplanes were thought 
of seriously. During the present cen- 
tury there have been created 530,000 
miles of Federal and State highways, 
135,000 miles of pipe lines, and an in- 
vestment of $2,800,000,000 in Federally 
subsidized waterways. Yet the railroads 


have remained very much in business. 


‘They have survived to prove under tr 
mendous trathe pressure upon all forms 
of common carriers that the greater 
the burden upon them, the greater h¢ 


came their efficiency. 
Position as Investments 


Projected against the background of 
developments here mentioned, what 
about railroads as media for investment ? 
Are they destined to come into their 
own again, considering the 1920's as a 
criterion, or will the change for the bet- 
ter in their operations be viewed merely 
as an interlude for the duration of the 
War, as Many commentators seem to 
believe? 

Certainly, those doubtful about rail 
investments have constituted a majority 


(continued on next page) 


Small (Ex) Change 


(continued from page 15) 


be bad for bonds, so the market econo 
mists said, and these bonds were already 
heavily depreciated, as most corporate 
bonds were in the early 1930's. 


» « 


Well, it was then I realized that to be 
a consultant on securities required more 
than I had to offer. I saw that a one- 
man and stenographer organization was 
passé, merely a relic of a different day, 
of more careless and easy-going times. 
Research was needed and a great deal of 
it. More than trained mind was 
called for to make the required studies 
Field work 


among corporations was demanded. “Con 


one 
and arrive at sound decisions. 


sultant” or “Counsellor,” a lot of profes 
The job was far 
What did 

The list 
of railroad and utility operating company 


sional skill was needed. 
beyond me and my resources. 
I do about the bond account? 


first mortgages, which comprised most ot 
it, had been put together around 1927 
by someone who knew his business. | 
' So | 
advised the client to keep ‘em all. And 
But I did not con- 
consultant on 


could see that much at a glance. 


the advice was good. 
tinue much longer as a 


securities. 


iT 
d 


st 


for .cveral years. Either pessimism has 


heavily outweighed optimism or are 
maikable securities market paradox is 


in -vidence. Considering some railroad 


earnings and prices of their stocks: 


than $8 a share earned .. . stock selling 


around 16, In order to find comparable 
earnings, We must turn back to 1925-26. 
During those two years Atlantic Coast 


line sold, high 268, low 147'4; Southern 


important than prices and the carnings 


record ot a notably depressed period of 


railroading is a close study of rail prog 


ress .. . centered in operating efficiency 


and balance sheet improvement 


Atlantic Coast line reports earnings for 


the first seven months of 1942 of $14.57 


a share 


around $232 


earnings for the same period $8.55 a 


share 


SLO k 


selling price of the common 


around 16: 


Railway, 


stock selling currently 


share; Southern Railway 
promote 


Southern Pacific more 


ern Pacific, 


both stocks 


high 131! 


high 
made in war-time, 


Warlhess 


12! 


low 77 


among 


and bonds. 


South 


// 


+, low 96. 
But allowance for distortions must be 
and railroad troubles 


in the 1930's were sufhciently severe to 


investors in 


What is 


morc 


growing out of the employment of cur 


rent large earnings. 


*Exceptions regarding IT C C valuations hav 
occurred, “In the Rock Island) proceeding 
aspects of the formula have been litigated in- th 
courts without reference to the Commission 
(From Law and Contemporary Problems—Duk« 
Univ., Summer of 1940.) 


1942 1941 
| MONTH END DATA SEPTEMBER AUGUST JULY SEPTEMBER 
1. Shares Listed ( Mil.) 1.471 1,47] 1.471 1.463 
2. Share Issues Listed (No.) 1.243 1.241 1.239 | 236 
3. Par Value of Bonds Listed « (Mil. $) 65.256 65.277 63.992 .387 
| 4. Bond Issues Listed (No. L145 1.148 1.150 7 275 
5. Total Stock and/or Bond sainain (No.) 1.211] 1.213 1.212 278 
6. Market Value of Listed Shares (Mil. S$) 35.605 34.872 34, HH 10.984 
7. Market Value of Listed Bonds (Mil. S) 62.766 62.720 61,277 53.418 
8. Market Value of All Listed Securities (Mil. 8) 98.371 97.592 95.72 94.402 
9. Flat Average Price—All Share Issues (S) 35.97 35.31 35.00 39.36 
10. Shares: Market Value ~ Shares Listed (S) 24.20 23.70 23.42 28.02 
ll. Bonds: Market Value — Par Value (S) 96.18 96.08 95.76 O1.74 
12. Stock Price Index (12/31/24=100) (%) 18.2 17.2 16.6 55.9 
13. Shares in Short Interest (Thou.) 548 533 517 87 
14. Member Borrowings on (Mil. $) 365 326 316 117 
Per Cent of Market Value of L ited Shine (%) 1.03 0.93 1.00 1.02 
| 15. N. Y. S. E. Members’ Branch Offices (No.) 756 764 772 881 
16. Total Non-Member Correspondent Offices (No.) 2.513 2.500 2.615 2.987 
DATA FOR FULL MONTH 
17. Reported Share Volume ‘ (Thou.) 9.450 7.387 8.374 13.546 
Daily Average (Incl. Saturdays) (Thou.) 378 284 322 542 
Daily Average (Excl. Saturdays) (Thou.) 118 320 348 601 
Ratio to Listed Shares () 0.64 0.50 0.57 0.93 
18. Total Share Volume (Incl. Odd ‘nis (Thou.) 9.489 10.964 17.745 
19. Money Value of Total Share Sales (Thou. S) 214.217 258.535 126.690 
20. Reported Bond Volume (Par Value) (Thou. $) 276.812 159.938 125.605 140.963 
Daily Average (Incl. Saturdays) (Thou. $) 11.073 6.152 1.831 5.039 
Daily Average (Excel. Saturdays) : (Thou. §) 12.334 6.952 5.222 6.157 
Ratio to Par Value of Listed Bonds (%) 424 247 200 251 
21. Total Bond Volume (Par Value) (Thou. S) 162.73 142.932 155.537 
22. Money Value of Total Bond Sales (Thou. S$) 75.610 71.249 89.563 
23. N. Y. S. E. Memberships Transferred (No.) 2 2 i 5 
Average Price (8) 22.000 23.500 22.333 29.500 
Note: Items 13. 14. 18. 19. 21 and 22 are as of ledgers which normally reflect: transactions up to the close of the 


second full preceding business day. 











* * 


First Things 
First! 


* * 


Whatever the scope of diversification which 
individual investors, managers of trust funds, 
endowments and private estates pursue... and 
securities brokers recommend ...in the selective 


vanguard stand 


United States War Savings Bonds 


FOR COMPETENT AID IN CHOOSING BONDS OF THE SEVERAL WAR BOND SERIES 
WHICH MEET PERSONAL REQUIREMENTS CALL UPON MEMBER FIRMS OF THE 


New York Stock Exchange 


* 





